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SUMMARY 


1976 was a year of stagnation for the economy of the Netherlands Antilles, 
mainly due to the slow recovery of most nations from the slump in the 
world economy of the previous two years. 


Tourism started to recover from the general malaise late last year, and 
there are signs for an excellent year in 1977. 


The oil companies in the Antilles are regrouping and no major expansion 

is planned. Shell claims it has lost most of its previous U.S. market and 
foresees the necessity for layoffs, which would further aggravate an 
extremely unhealthy unemployment rate estimated to be near 30%. The 
closing of the Texas Instruments and Rockwell operations in the Netherlands 
Antilles in 1976 obviously had a negative economic impact locally, and 
resulted in net U.S. industrial disinvestment from the Netherlands Antilles. 


On the positive side, the inflation rate, estimated between 3% and 5% is 
moderate by today's standards and the international balance of payments 
remains positive. Because of this, the government is expanding its public 
expenditures through construction projects and other investment programs. 


The U.S. remains the Netherlands Antilles’ most important business partner 
with sales of some NAf190.2-million ($106. 3-million) against purchases of 
NAF. 161.2-million ($90.1-million). 








CURRENT ECONOMIC SITUATION AND TRENDS 


a. 


Tourism - The Continuing Question 


There has been only a slight change in the overall tourism picture 
which, in the Netherlands Antilles, is regarded as a major source of 
foreign exchange and a prime generator of business for all the 
islands. Aruba continues to do relatively well and, with Island 
Government help, is extending its hotel capacity. Of all the islands, 
Aruba's occupancy rate is the highest, approaching 80% on a year-round 
basis, and new hotel facilities are about to open. Curacao, on the 
other hand, with four major hotels and several smaller ones, has 
suffered from a poor international image, and a reputation for 
inadequate service, which has kept many tourists away. It is, however, 
starting to recover from this unfavorable image. Curacao hotel 
occupancy year-round for the large hotels is less than 65%, and much 
of that represents package tour or gambling junketeer groups which 
yield the hotel operators less revenue than individual bookings. Most 
hotel and casino operations are separate. 


During 1976, Holiday Inn ceased operating its Curacao hotel, which was, 
however, kept open under the Holiday Inn name by a government guaranteed 
group. The operators of the Curacao Intercontinental Hotel sold their 
interest to Canadian Pacific, which has changed the name to the Curacao 
Plaza. The government formed holding companies to buy the Arthur 
Frommer Hotel which was foundering. It also bought and reopened the 
Princess Isles Hotel (formerly the Flamboyant Sands) in an effort to 
save the jobs of the hotel employees. 


St. Maarten is doing better than average business, and tourism there 
continues to improve. St. Maarten's facilities, however, are becoming 
strained by the number of tourists, and the foreign workers (Dominican, 
Haitian and other West Indians) who have flocked to that island for 
employment opportunities. The bulk of the tourists continue to come 
from the United States, although the Netherlands Antilles in general, 
and Aruba in particular, have begun to set their sights on South 
American tourists, particularly Venezuela, as future targets. The 
increase in the number of Spanish-speaking tourists is already quite 
remarkable. 


Cruise ships visiting Netherlands Antilles ports are somewhat below 
the previous high levels of 1973, largely due to economic conditions 
in the United States. Nevertheless, the availability of bunkering 
facilities on Curacao and Aruba give the Netherlands Antilles an 
advantage over other Caribbean cruise destinations, and in 1976, the 
government reports some 280 cruise ships called at Curacao. Over 
300,000 cruise visitors came to.the NAineach of the last three years. 


B. 


The Petroleum Sector - In Trouble 


Petroleum, which accounts for 90% of the Netherlands Antilles' inter- 
national trade, is based on the presence of two large refineries, one 

on Aruba and oneé*on Curacao. Each has a capacity of approximately 
500,000 barrels per day, most of which was destined for the U.S. home 
heating market. At the present time, due to the conditions in the 
international oi] market, neither refinery is producing at anywhere 

near capacity. Estimates of production run from less than 50% at Shell's 
Curacao refinery to near 60% at Exxon's Lago refinery on Aruba. 


Both refineries went through a severe slump after a period of excep- 
tionally high output due to the increase in the world price of oil in 
the winter of 1973-74. Even in 1974, their financial position was 
adversely affected by the emerging excess refining capacity worldwide. 
The local decline was related to depressed market conditions in the U.S. 


According to local oi] company officials, U.S. energy programs operated 
to the disadvantage of the refineries in the NA, particularly Shell, 
because they could not compete successfully in the U.S. market with 
Virgin Island refineries, which are favorably treated as domestic U.S. 
refineries. Because of this, the Shell refinery claims it has main- 
tained only 15% of its former U.S. market and is experiencing substan- 
tial losses and reduced output. In march 1976, U.S. authorities modified 
the entitlement program so as to reduce the cost advantage enjoyed by 
the Virgin Islands, which enabled the Antillean refineries to recover 
their position somewhat. There is the threat of layoffs at the refiner- 
ies if their profitability situation continues to deteriorate. Neither 
Shell nor Exxon, for reasons of public relations, wishes to initiate 
massive layoffs, but the possibility remains that they may be forced 

to discharge some employees, thereby exacerbating the already serious 
unemployment situation in the Netherlands Antilles. In any case, 
neither Shell nor Exxon has been hiring in recent years, and the age 

of their workforce has been increasing dramatically. 


On the bright side, the oi] transshipment terminals estabished on 
Bonaire and Curacao seem to be flourishing. An oil storage facility 
is also being constructed on St. Eustatius. As these are capital- 
rather than labor-intensive industries and, further, have been granted 
preferential tax treatment, little direct assistance to either the 
Netherlands Antilles government or the employment situation is gained 
from them, although they are major contributors to GNP. Moreover, the 
Island Government of Curacao has raised questions regarding the intent 
of the tax holiday granted by the federal government to the C.0.T., and 
is now claiming a right to share in the profits of the company. Water 
usage, throughput charges, and tank taxes have been proposed. 
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Preliminary exploration for possible petroleum deposits has been made 
off the coast of Saba and contracts have been signed for further 
exploration off Saba as well as offshore between Aruba and Curacao. 

A discovery in either area would, of course, be highly beneficial to 
the island or islands concerned, and to the Netherlands Antilles, 
although many oil experts doubt that commercially viable discoveries 
will be made. 


Industrial Growth - Negative 


The Central Government continues its policy of trying to attract 
foreign investment as a method of alleviating unemployment and increas- 
ing national income. While unemployment statistics are inaccurate, 
estimates range from 16-30%, with the higher figure probably more 
accurate for Curacao. Unemployment is not as serious a problem on 
Aruba and St. Maarten, which are having difficulties finding staffs 

for their hotels. Even on these islands, however, during off season, 
unemployment is a problem. 


While wage rates are higher in the Netherlands Antilles than in the 
Far East or some other Caribbean islands, productivity is, in some 
cases, comparable. Despite free entry privileges and tax holidays 
offered to new industries, there was no major new investment in the 
Netherlands Antilles in 1976, and only one small U.S.-backed plant 
opened. The two electronic assembly plants on Curacao shut down 
during the year, adding 1500 people to the unemployed lists. Part of 
the reason for their shutdown is the local labor code which requires 
GNA approval for any layoff. The administration of the code makes it 
difficult if not impossible to adjust to seasonal fluctuations and is 
thought to be a major reason for the lack of new investment. 


The GNA remains convinced that the lack of natural resources in the 
Netherlands Antilles makes it imperative that more industry be 
attracted in order to provide a firm economic base for the area. It 
is extending every effort to attract industry, but believes that it 
must protect such industries once they are established here. 


There is legislation pending to prohibit the import of some items 
produced in the islands such as matresses, batteries and automobile 
mufflers under the concept of the protection of local manufacturers. 
Given the present state of the economic situation, the attractiveness 
of certain other areas with regard to labor costs and the long delays 
sometimes encountered in establishing projects, the government is 
facing a difficult situation with little hope of success in the short 
term. Mention has been made of prospective investors’ reported 
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reservations regarding the no layoff law, and the Curacao Island 
Government's attitude toward the tax holiday in the case of Curacao 
Oil Terminal. 


Inflation - Some Good News 


Almost all the goods consumed in the Netherlands Antilles and manu- 
factured in the Netherlands Antilles are imported, and the spectre 

of imported inflation is very real. The GNA has been aware of the 
problem, and has attempted through price controls to alleviate inflation, 
at least in the case of food products and the most-used consumer goods. 
The government has also attempted to cut the free spending of Antilleans 
for lower priority luxury goods. Whether or not it has been due to 

the government's action is debatable, but there seems to be an abate- 
ment in the rate of inflation, and the Department of Economic Affairs 
estimates that at the end of 1976 the inflation rate was running as 

low as 4.4% at an annual rate. The Netherlands Antilles guilder, tied 
to the U.S. dollar (at a rate of NAf. 1.79 to $1), remains stable, with 
Central Bank gold reserves exceeding 41-million guilders and total 
assets of more than $100-million. 


Offshore Investment - How Big the Dragon? 


The least understood and controlled contributors to the Antillean 
economy are the thousands of offshore investment companies that have 
been formed over the years to take advantage of the tax treaties between 
the U.S. and the Kingdom of the Netherlands. At first, these companies 
primarily invested in U.S. securities, but there are indications of 

a recent shift toward real estate investment. The exact number of 
companies in active existence is difficult to determine, as almost 

all of the people dealing with these operations are quite reserved. 

A knowledgeable local source, however, estimates that there are some 
6000-7000 of these companies, of which about 1000 are inactive. Most 
are registered in Curacao and their numbers are increasing steadily. 

In 1974, they paid over $26-million in taxes to the Antillean govern- 
ment. That figure today should easily be nearer $60-million. 





IMPLICATIONS FOR THE UNITED STATES 


The Netherlands Antilles has traditionally welcomed foreign trade and has 

kept trade barriers to a minimum. Indeed, since the area has little in the 
way of natural resources, it must depend on trade to survive. Although the 
government's policy of encouraging local industry can result in the erection 
of import quotas or restrictions, such as have been placed on flour, animal 
feed, eggs, tiles and other items, the size of the local market and the 
hesitancy of investors to establish large plants for items of local consump- 
tion makes it improbable that any system of import restrictions will seriously 
alter the pattern of trade or the positions of trading partners. 


Tarrifs tend to be low, with the highest ad valorem tariff at 14%, with the 
exception of a 30% tariff recently imposed on luxury items such as large 
automobiles, dishwashers and ice-making machines, in an attempt to reduce 
the inflationary spiral. Since the Netherlands Antilles is an autonomous 
part of the Kingdom of the Netherlands, there is still a considerable amount 
of European influence in local society and politics, and there is some 
preference for goods from Europe, particularly from Holland. This advantage 
is small and has to some extent been overcome by the appreciation of Curacao 
currency in relation to the U.S. dollar, to which the guilder has been tied 
since March of 1973. American goods are generally popular among most sectors 
of society, and are sought by South American tourists who consider the 
Netherlands Antilles a shopper's paradise. 


American products are welcome in the Netherlands Antilles, and food products, 
clothing, automobiles and some machinery are particularly strong. During 
the past year, importers have tended to look to the U.S. first for supplies; 
this trend is expected to continue and strengthen. Most U.S. exports can 

be marketed successfully locally through local agents who are well versed in 
marketing techniques tailored to the Netherlands Antilles market. The 
Consulate General's experience has been that importers are eager to accept 
products, which can be sold easily in the relatively sophisticated Nether- 
lands Antilles market because of a high proportion of middle income buyers. 
The Netherlands Antilles remains one of the important smaller markets for 
U.S. goods. 


As a place for U.S. industrial investment, normal caution is advised, and 
specific advantages of locating in the Netherlands Antilles must be weighed 
against the cost of labor, local labor laws, and local taxes, both existing, 
and likely to be levied in the future. 


HANSON 
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